9121177

Folder Citation: Collection: Office of Staff Secretary; Series: Presidential Files; Folder: 9/21/77;
Container 42

To See Complete Finding Aid:
http://www.jimmycarterlibrary.qov/library/findingaids/Staff Secretary.pdf



http://www.jimmycarterlibrary.gov/library/findingaids/Staff_Secretary.pdf































September 21, 1977

MEMORANDUM FOR THE PRESIDENT
From: Charlie Schultze

Subject: New Orders for Durable Goods in August

The Census Bureau will release tomorrow (September 22)
at 2:00 pm its estimate of new orders for durable goods.
The news is good -- new orders rose by 3.4 percent last month.

These order figures, which are a leading indicator of
industrial activity, have been disquietingly weak in recent
months. The August upturn suggests that the improved pace of
retail sales that began in July may now be having a positive
influence on business ordering. If so, a pickup in production
and employment may soon be underway.

New orders for nondefense capital goods (which we watch
as an indication indicator future trends in business capital
investment) changed little in August. Excluding commercial
aircraft, where there was a large cancellation, those orders
went up 3.7 percent last month. However, we still do not
see the strength in these orders that we need to assure a
really solid growth of business fixed investment.
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One answer is to increase the size of the credit to, say, $250;
this would raise the break-even point to somewhere in the $20,000-
$25,000 range. On the other hand, Joe Pechman argues that since

we are changing tax rates anyway, we can achieve a better 5de
distributional result for the middle class through rate cuts and

a $1,000 exemption rather than through the credit -- he has 7”’
prepared a memo showing that, at same revenue costs, he can get

a % to 50% rate schedule using the $1,000 exemption compared

to 13% to 50% with a $200 credit.

3. Make the new tax credit refundable. Very costly (probably
$2 billion or more). This would be a step toward a negative
income tax and should be considered in connection with welfare
reform. If we are to tie in with welfare reform, we may prefer
to expand work incentives by enlarging the earned income credit
instead of making the general credit refundable.

4, Repeal present preferential tax treatment for capital gains.
We agree. This is in the Treasury program.

5. Tax capital gains on property passing at death or by gift. v
We agree. This is one of the most significant tax preferences,
allowing large amounts of capital gains to be transferred from
generation to generation without being subject to income tax,
while capital gains made before death are. Also, if capital
gains are to be treated as ordinary income, it is important that
this preference be removed as well or else there will be
tremendous "lock in" effects (incentive to hold on to securities
to avoid tax) which adversely affect capital markets. This is

a very large revenue item (about $7 billion) and very important
for the overall progressivity of our program. This is not in
Treasury's current program but we understand it may be included
in the revised program to be presented to you on Friday. It will
be very difficult to pass this through Congress but a tax package
without this item would not be as bold and comprehensive as

the one you may want.

6. Repeal the present 15% minimum tax on preference income.

OK if we really eliminate the tax preference items which are hit
by the minimum tax. If we do not or if some wealthy taxpayers
could still avoid tax, we see no reason to remove this items.

7. Adopt a single rate schedule for all taxpayers. Would replace
the existing four schedules for single persons, families, etc. 3
and constitute a major step towards simplification. Pechman ZZ:' '
includes this in his Packages A and B. However, the effect ! .
would be to remove some of the tax advantage which families

now have and would, therefore, cause major criticism. Pechman

argues that the present system gives undue advantage to families
with only one wage earner over single persons and families with

two wage earners.
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8. Reduce the "marriage penalty" by providing a tax credit for
the second wage earner. Treasury currently proposes maximum
credit fo S600. Pechman suggests a maximum of $2,500.

9. Convert the present deductions for mortgage interest,
property taxes, and charitable contributions into credits.*
Would tend to benefit middle income taxpayers who itemize
as opposed to wealthy taxpayers. Would probably help
charitable giving to churches but hurt it for universities.
Considerable increase in complexity. Probably better to
encourage people to move away from itemizing altogether.

10. Allow taxpayers who use standard deduction to itemize for
items referred .to in 9 above. Very costly and considerable
increase 1n complexity. Instead of moving people away from
itemizing, this would constitute a major move toward more
itemizing. Would, however, help low and middle income taxpayers
who presently take the standard deduction. -

11. Repeal accelerated depreciation for real estate tax shelters
(other than low income housing). We agree. This is in Treasury
program {although not 100%).

12. Repeal intangible drilling cost deduction for 0il and gas..ﬁ ‘?J
This is the single major tax preference available to large oil v
companies (also for small producers) which is not available to

other U.S. corporations. We will be subject to major criticism

1f we do not move against this preference (as well as percentage
depletion for the small producers) as part of our reform program.

On the other hand, we may be subject to charges of inconsistency

in our energy program if we do. Dr. Schlesinger should be

contacted before a decision here.

13. Adopt taxable bond option for state and local governments.
We agree. This is in the Treasury program. v’

14. Repeal the exclusion for interest on industrial development
bonds. This is probably a good idea. Not in current Treasury progran

15. Repeal of itemized deduction for gasoline taxes. We agree. .~
This is in the Treasury program.

16. - Repeal of deduction for interest on consumer debt.* This
bears careful consideration. It is a large revenue item (about
$2.5 billion). However, a large part of this deduction is

taken by middle income taxpayers and it would be somewhat incon-
sistent to repeal this deduction and not do anything about
mortgage interest.

* If we choose to propose a floor for all itemized deductions
or a lower rate schedule for taxpayers who choose not to
itemize, we will not have to make decisions or proposals
on the separate itemized deductions.
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17. Phase—out current deduction for medical expenses as
National Health Insurance is phased in.* 1In the interim,
the Treasury proposal of putting a floor on medical expenses
and casualty losses makes better sense.

18. Eliminate deductions for state and local income and sales 71]¢L#
taxes and return revenues to states and localities.* This is. Bd
worthy of consideration but would bear down hard on high ’“,v/jii
income tax states (New York, Wisconsin, Minnesota, etc.) and ?i,

would constitute a major change in direction. Treasury pro- ”f;:zi
gram would eliminate deduction for sales taxes. s

19. Allow individual investors to deduct $9,000 of net CZZ
capital losses. We would probably prefer Treasury proposal e
of $8,000 (greater the loss offset, greater the loss of

revenue to Treasury).

20. Make existing 10% ITC refundable. Would help businesses
which do not have tax liability. This is worth consideration
but would be fairly expensive.

21. Extend refundability of ITC to non-profit institutions.

Would also be costly. Since these institutions do not pay

taxes, this would amount to a direct subsidy through the tax o
system, which we do not think can be justified.

22. Adopt new 5% incremental ITC. We regard this as the most ﬁkdbéi
preferable form of business tax relief. It specifically rewards
above-average investment. Would have greater impact on business
investment than any other form of tax reduction.

23. Cut the corporate tax rate from 48 to 45. 'Provides

general tax relief for all corporations, regardless of their
investment situation. Probably the single most popular form

of business tax relief. Could be included in a two-part

business tax proposal: incremental ITC plus cut in corporate

rates.

24. Crack down on corporate "expense account living". We /ncA&¢;
agree and regard this as a necessary part of a credible tax
reform program. This is not in the current Treasury program
but we are hopeful that it will be included in the revised
program to be presented to you on Friday.

25. Require accrual accounting for large farm corporations.
We agree. This is in Treasury program.

L

* Jee footnote on page 3.










POSTAL POLICY

When your postal policy was announced, it was stated
that you would not at this time support additional
subsidies for the deficit-ridden postal service.

Would you elaborate on your position.

-- Our review of recent postal operations indicates
that the financial position has improved somewhat
and the Postal Service estimates that with their
currently proposed rates, they can provide
existing levels of service for a reasonable period
of time into the future.

-- My position is that the need for Federal tax
dollars in support of the Postal Service must be
examined in relationship to other pressing national
priorities.

-- As the existing tax subsidies which amount to
$1.6 billion this year are phased out, we
will be taking a hard look at various services
and rates to determine on a line-item basis which
of those deserve public taxpayer support and
how much support.

-- I basically support the principle that the user
should pay the cost of operating the Postal Service.

-- I think it is important that the public understand
that 80% of the mail is generated by business and
20% by citizens -- vyet, 72% of Federal income tax
revenues are paid by individuals. When responsibility

for paying a dollar of postal cost is shifted from
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according to HEW research, In 1950, the percentage of total
United States health care expenditures obtained from philan-
thropy or industrial in-plant services was only 3.7; by 1975,

that percentage had declined to 1.1. Therefore, even if private
philanthropy were able to do five times as well in paying for
abortions as it does in paying for other personal health services,
the proportion of the total cost financed would be only about 5.5
percent -—- or about $3 million of the almost $60 million currently
being financed under the Medicaid program.

It seems clear, then, that women on welfare will, in fact, be
denied access to abortion services if reimbursements are not
available from the Federal government. Women of means throughout
the country will not be denied access. To me, the obvious in-
equity of a dual system of medical care, predicated on an enforced
system of morality for one segment of society alone, is untenable.

Many of the women who will be denied access to abortion are not
women at all, but little girls barely into their teens. The
health and social implications of childbearing at this age are
overwhelmingly negative.

Mr. President, I do not expect that this letter will change your
mind, but I do hope that in the weeks and months ahead you will
continue to think about this policy and its effects on literally
thousands of indigent women, about whom I know we are both deeply
concerned.

There are actions that you could take that may lead to a better
understanding of the problem created and to alleviate the effects
of that problem. I suggest that you consider appointing a
committee of experts to make a complete investigation of the
implications of this problem. I also hope you will consider it
imperative to expand greatly Federally funded family planning
services and education, and contraceptive research. Abortion,
after all, is an alternative to unwanted pregnancy which is chosen
by more than one million women in this country each year. It seems
to me that the most practical alternative to abortion would be pre-
vention of those unwanted pregnancies. While it is doubtful that
the need for abortion could ever completely be eradicated, I, as
well as you, look forward to a time when the need for women to rely
on this procedure of last resort will be vastly reduced.

Finally, on the assumption that there will be an even greater need
for supportive health and nutrition services for low~income women,
I hope you will consider expanding the Women, Infant, and Children





















































